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Education

Roland Madison, Editor
John Carroll University

Limited Assurance
Engagements in
the Classroom
By Janet L. Colbert, Richard H. Tabor and C. Wayne Alderman

Auditing topics usually receive coverage in the class
room commensurate with their relative importance in the
professional literature. There are some topic, however,
that are emphasized within the auditing literature that do
not receive similar coverage by auditing instructors. We
believe one possible explanation for the lack of coverage
in the classroom is the relative time and difficulty of
assimilating good summary information and clear classifi
cation schemes to present to the students.
For certain topics, the difficulty for the instructor is
explained partially by the fact that the guidance provided
by the professional standards has been introduced over a
relatively long period of time. Therefore, information on
some topics exists but is somewhat scattered throughout
the literature. One example of such a topic is attest
services other than audits of historical financial state
ments, sometimes referred to as limited assurance
engagements (LAEs).1
Because LAEs are not dealt with extensively in text
books and because the guidance for attestation services is
interspersed in the professional literature, accounting
faculty often have difficulty extracting pertinent informa
tion when instructing students in this important area. The
primary objective of this paper is to classify and offer
summaries of 15 LAEs that relate to the attest engage
ments of historical financial information. We have identi
fied these 15 LAEs within the professional literature; these

summaries should aid instructors in organizing and
presenting these topics and also facilitate the learning
process for students.2

1The term “limited assurance engagements” is employed here because
of its standard use in the profession to represent the engagements
covered in this paper. However, note that not all LAEs technically
provide limited assurance. Some LAEs result in negative assurance
(e.g., Consideration of Compliance with Contractual Agreements or
Regulatory Requirements), some result in a disclaimer of an opinion
(e.g., Applying Agreed-Upon Procedures) and some provide positive
assurance (e.g., Condensed Financial Statements).

2Other LAE engagements which are not covered in this article relate to
reviews and compilations, internal control, prospective financial
information, proforma statements, personal financial plans, and
unaudited financial statements of public entities.
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Diverse Types of Engagements
In the performance of an audit — regardless of the size,
complexity, industry, or nature of a client — the accoun
tant gathers sufficient, competent evidential matter to
form an opinion on the historical financial statements
taken as a whole. When performing LAEs, the tasks are
much more diverse. For example, accountants may report
on financial information presented in a prescribed form,
review interim financial statements of public entities, or
report on supplementary information accompanying
audited statements.
To facilitate the study of the LAEs, we have listed them
in Table I. The LAEs are ranked generally from most
assurance to least assurance.

Basic Concepts of Audits and LAEs
In examining LAEs, we identified three basic concepts
that provide distinctions among the types of engagements.
These are 1) the nature of the engagement, which broadly
defines the accountant’s association and responsibility for
the financial information; 2) the engagement require
ments, which delineate performance standards for the
accountant; and 3) the type of report, which indicates the
level of assurance provided by the accountant.

Nature of the Engagement
In performing audit services, the
accountant has a clearly defined
association with the client’s financial
statements and a fairly clear under
standing of the responsibilities that
go with that association. The respon
sibilities that result from association
with financial information of LAE
clients are not clear. For some LAE
services, the accountant has respon
sibilities much like those for the
audit, while for others the responsi
bilities are less than an audit. Respon
sibilities can be very similar when
the accountant has performed an
audit and the LAE involves providing
an additional service beyond that
audit. For example, when other
information is presented in a docu
ment containing audited financial
statements, the accountant searches
the other information for material
inconsistencies with the financial
statements. Alternatively, applying
agreed-upon procedures to one or
more specified elements, accounts,
or items does not indicate a close
association. The accountant and the
client reach a clear understanding of
the procedures to be performed in
the specific area, and no attempt is
made to form an opinion on the
financial statements taken as a whole.
Engagement Requirements
An audit of financial statements
involves time-consuming, extensive
procedures to gather the information
necessary for an opinion. The
accountant also must maintain
independence from the client. The
engagement requirements for the
accountant performing a particular
LAE are not typically so broad. For
example, in reviewing the financial
statements of a nonpublic entity, the
accountant is only required to make
inquiries and perform analytical
procedures. Also, when compiling
financial statements, the accountant
is not required to be independent of
the client.
Type of Report
For the audit engagement in which
the financial statements are in
3The audit may also result in a qualified
opinion, an adverse opinion, or a disclaimer
of opinion.

conformity with generally accepted
accounting principles, the standard
three-paragraph report from SAS No.
58, Reports on Audited Financial
Statements, is issued. The accountant
provides positive assurance to the
user by giving an opinion that the
financial statements are fairly stated
in conformity with GAAP.3
In contrast to the standard report
issued for an audit, reports on LAEs
are quite diverse. In fact, for some
LAEs, such as reviewing interim
information that is included in a
footnote to the annual financial
statements of a public entity, no
report is issued. Other LAEs may
result in a disclaimer, negative
assurance, both a disclaimer and
negative assurance, or a disclaimer
and negative assurance as well as the
accountant’s findings.
Types of LAEs
Thirteen of the 15 LAEs relate to
audits of historical financial state
ments (all except numbers 13 and 14
in the Table). In these engagements,
the accountant performs the audit
and is asked to provide additional
services beyond the audit. As a
result, the accountant is closely
associated with the client and has
significant knowledge concerning the
client’s financial information. While
the required procedures vary among
the LAEs related to audited financial
statements, the accountant either
reads the information being attested
to, makes inquiries and applies
analytical procedures, or does both.
These LAEs differ greatly, how
ever, in other respects. In the level of
assurance provided, five different
types of reports are possible: positive
assurance, negative assurance,
negative assurance and a disclaimer,
a report dependent on the require
ments of the engagement, or excep
tion reporting. The 13 LAEs also
differ with regard to the information
for which they apply. One LAE in this
category applies to selected financial
data derived from the audited
financial statements while several
LAEs are much broader and encom
pass the entire set of financial
statements.
LAE numbers 13 and 14 are similar
in that both relate to applying agreed-

upon procedures. LAE 13 deals with
applying agreed-upon procedures to
the financial statements, similar to
those performed in connection with
preparing a letter for underwriters.
LAE 14 covers applying agreed-upon
procedures to specified elements
accounts, or items of a financial
statement. The client and the accoun
tant reach an understanding as to the
procedures to be performed. Both
LAE 13 and 14 result in a disclaimer
and negative assurance; for LAE 14,
findings are also reported.

Conclusion
This paper summarizes and
organizes the 15 identified LAEs
related to attest engagements of
historical financial information. While
some similarities are apparent, the
LAEs differ in several dimensions.
The broad area of LAEs offers the
accounting profession many opportu
nities to provide client services that
extend beyond the traditional audit
service. However, instructors and
students, who represent the future of
the accounting profession, should
understand both the opportunities
and the responsibilities associated
with LAEs.
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Table 1
Limited Assurance Engagements
Type of Engagement

Source

Nature of the Engagement

ENGAGEMENT ReQuiREMENtS

Type of Report

1. Review of Interim
Financial Information
that Accompanies the
F/S.

SAS 36
AU 722

Accountant is to determine
if material modifications
are needed to be in confor
mity with GAAP

Perform primarily
inquiries and analytical
procedures.

Exception reporting; the
auditor modifies the report
if the interim information is
not in conformity with
GAAP.

2. Association with
Financial Information
Presented in Pre
scribed Forms or
Schedules

SAS 62
AU 623

Issuance of audit report to
adhere to printed forms or
schedules of various bodies
to whom the client reports.

Determine if the report
is acceptable, can be
made acceptable by
revision, or attach a
separate report.

Dependent on require
ments of the prescribed
forms.

3. Association with
Supplementary Infor
mation Required by
FASB

SAS 52
AU 558

Accountant is engaged to
audit the F/S. Accountant
is to determine if supple
mentary information is
deficient or omitted.

Inquire of management
and review the supple
mentary information.
Compare for consis
tency. Apply additional
procedures as neces
sary.

The audit report is ordi
narily not amended,
although a separate
explanatory paragraph or a
disclaimer on the supple
mentary information may
be added.

4. Consideration of
SAS 8
Other Information in
AU 550
Documents Containing
Audited F/S

Consider whether other
information is materially
inconsistent with the F/S.

(a) Read the other
information.
(b) If there is a material
misstatement of fact,
discuss with the client.

Exception reporting; the
auditor adds an explana
tory paragraph if other
information is materially
inconsistent with the F/S.

5. Reporting on F/S
Prepared on Compre
hensive Basis Other
Than GAAP

SAS 62
AU 623

Adherence to GAAS in
reporting on F/S prepared
on one of the bases of
accounting presented in
paragraph 4 of SAS 62
(such as cash basis or tax
basis).

(a) Determine if F/S
are presented fairly in
conformity with the
basis of accounting
described.
(b) Determine that
each F/S is suitably
titled.

Positive assurance, with a
separate paragraph which
states that the F/S are
presented on a comprehen
sive basis of accounting
other than GAAP

6. Reporting on Infor
mation Accompanying
Basic F/S in AuditorSubmitted Documents

SAS 29
AU 551

Same objective as an audit
report on the basic F/S.

(a) Possibly modify or
redirect procedures to
be applied in audit of
F/S.
(b) Report on all the
information.

Positive assurance, in
separate paragraph or
separate report.

7. Reporting on Con
densed F/S

SAS 42
AU 552

Condensed F/S are derived
from the audited F/S of a
public entity subject to a
regulatory agency.

Indicate that the
condensed F/S do not
contain all disclosures
necessary for complete
statements.

Positive assurance, with
the report indicating that
the auditor expresses an
opinion on the complete
F/S.

8. Reporting on Se
lected Financial Data

SAS 42
AU 552

Selected financial data are
derived from the audited
F/S and are presented in a
document containing the
audited F/S.

Determine if the
selected data are fairly
stated in relation to the
complete F/S.

Positive assurance, with
report indicating that the
auditor has expressed an
opinion on the complete
F/S.
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Table 1 (Cont.)
Limited Assurance Engagements
Type of Engagement

Source

Nature

9. Report on Special
Purpose Financial
Presentations

SAS 62
AU 623

10. Report on Specified
Elements, Accounts, or
Items of a F/S

Engagement

Engagement Requirements

Type of Report

Report on financial
presentation which
does not constitute a
complete presentation
of the entity’s F/S
(contracts or regula
tory provisions).

Examine, on a test basis,
evidence supporting the
special-purpose financial
presentations.

Positive assurance, with
report indicating that an
audit of the complete
F/S was performed.

SAS 62
AU 623

May be performed as
a separate engage
ment or in conjunction
with an audit of the
financial statements.

Examine, on a test basis,
evidence supporting the
specified elements,
accounts, or items.

Positive assurance.

11. Providing Comfort
Letters for Under
writers

SAS 49
AU 634

Examination of F/S
and schedules con
tained in registration
statements filed with
the SEC under the
Securities Act of 1934.

Accountant should
suggest to the under
writer that they meet
together with the client
to discuss the procedures
to be followed.

(a) Positive assurance
with respect to the
audited F/S being in
compliance in all mate
rial respects with the
Act.
(b) Negative assurance
with respect to un
audited condensed
interim F/S.

12. Review of Interim
Financial Information
Presented Alone

SAS 36
AU722

Accountant is to
determine if modifica
tions are needed in
order for the F/S to be
in conformity with
GAAP.

Perform primarily
inquiries and analytical
procedures.

Negative assurance and
disclaimer, with possible
modifications of review
report.

13. Applying AgreedUpon Procedures to
the F/S

SAS 26
AU 504

The Accountant
applies agreed-upon
procedures to the
unaudited F/S similar
to those performed for
a letter for under
writers, in connection
with a proposed
acquisition.

Perform the engagement
under the guidelines of
Comfort Letters for
Underwriters, SAS 49
(AU 634).

Disclaimer and negative
assurance.

14. Applying AgreedUpon Procedures to
Specified Elements,
Accounts, or Items

SAS 35
AU 622

The accountant
applies agreed-upon
procedures to one or
more specified
elements, accounts, or
items.

(a) The parties involved
must have a clear
understanding of the
procedures to be per
formed.
(b) Distribution is
restricted to the parties
named in the report.

Disclaimer, negative
assurance, and findings.

15. Consideration of
Compliance with
Contractual Agree
ments or Regulatory
Requirements

SAS 62
AU 623

Clients may be
required by bond
indenture, loan
agreements, or
regulatory agencies to
furnish compliance
reports.

Specify that the compli
ance report is being
made in connection with
an audit.

Negative assurance in
separate report or
separate paragraph in
audit report.

of the
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